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Dear Hr. Yoodyaor:

" a Fubmitted horein are the principal results o:r a valvation of the For-
aign Service Retirement Syaten as of December 31, 1961, -

As parforned ‘by thie o!‘i’ica. thl.a 'mluation in uunﬂally a yeor by
;aar projection of rocoiph and boneﬂta for hm uparah utegorleo as
ollowsl p

(1) Anth- and ratircd otﬂceru as of Dedmbvr 31. 1961. as von a8 gure
‘ vivors on the ron ans of thas énbe.

(2) Ty'pical groups of new entrant- entering d\xrin; uoh and every year
in the future ad infinitum, _ ,

'l'ho combination of the two mtuaorin eivos o projection of the expect-
ed operation of the ontiro system, 'I'hlu comdination 1s ghowa ia tho attach-

“ad table.

. A dincounting at intersst of the first category produces the assotrn and
L " M4ab111tien of the system with respect to the existing active end retired
L ‘force. The liedbilities minus the mssete and minus the fund produnces the un-
~ funded 1isbility (footnotsd ia the attached table). ,
, A digscounting of the necond cntagory enrdlee one to find the ratio of
" dipcounted benefits to discounted payroll with respect %o now entrants. Thls
“rotio 1o defined as the normal or new -ntrant nont. These results are shown

by entry age group- bclwr Lo

}angal oont
e at L4 intare:;t

Indry nce '
" velow 30 " 23,54
30 throv{;h }Lol '
, o ehove MO LTS
All Erowps combina& 29, 7%

- In regard to category (1), no mttor what the mothod of finanoing, the
lia‘billtic» can only be squal to the discounted value of the benefits. On
" the Muot aid'. hw"or. one m uee, tho rulhtic approuh nnd :tind the dis-
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counted valus of the Government's matching 627 contribution alonz with dis-
coynted omployea contributions, or one can find the discounted value of the
hyrothstionl normel cost in place of these. Hince the normal cost far ex-
¢ ds the notunl eontridutions received in tho onse of the Xorelgn Service
 Retiremont System, the reslistic approach produses a much lnrgor wnfunded
145bi11ty then the hypothetical normal cost epprosch. In the attnched teble
the junfunded 1inbility 1e shiown on both a realistic end a normal cont basic.

Althouzh the conaopt of projecting ysor by year receipts and benofitn
is oimplicity itnelf, tho Job of making such a projection 48 rather complox.
Vany assunntions bagsed upon the past oxperlence of the system go into nsk-
inr the projection. Cbviously, the projection is only as £00d ag theso ap~
avmptions. -

i
i

" With the present provision for stoff poople to entor the gystem nftor

.- 10 yearn of service, the average ontry ege into the system has rigen from

© 27) yenrs used in the 1953 waluntion to on averrga of 30 in the waluntion

" of 1961. This figure of 30 1s bagsed upoz the distribution of new entrants

in ealendar yesr 1962 which, 1% is understood, has boen considered to bo a

" typien) yeor for new entrants. Althouzh adout MO0 new ontrants came into
the synton in 1962, 4% has boen dosidod that for projection purposes it con

bp sgsumed that $here.will Ve aboubt 350 mew entrants ench yenr in the future.

According to the 1962 dfetridutton these 350 new entrante fall iato three

o groups as followet o

i

1

Pntry oge ;fjli"t;‘i' Averuge entry mg“é - Murber ‘?.EV " Peroontags
 Blielow 30 .o i 2§ 1 2 o R20 Giﬁ
30 through ko o o ogh W oo g3 o gk
" mbove Mo 0 PhoWe iio o (.3 A B
. mets | % fo %6 foo:L;t

" ha £0ollowing percenboge di;;tgibntiohs are bf {nterests '

o Retiremonts,

| Dee. 1961 -
- Pntry age active forae: ultinnte
. below 30 L 366 EE 2
30 through 40 el fg L

. _above ko
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The peorcontoges for sctive forco and retirements show very clenrly that as
of Ducombnr 31, 19GL tho osysbtem aonbained on excessive nunbey of oldar Off~
icors vhen compared to the nltimate situntion expected to evolve bawed upon
a continuation of the 1962 new entrant diatribution,

" In the 1961 valuation the normal cont for entry age &5 was found by
~projeeting 220 new entrants ench year in perpetuity and then dlecounting
. tho bensfits nnd payroll., As stated earller, the digeounted walus of bano-
_ fi1%s as a porcentege of Aigcounted payroll represents the normal cost. The
" some wag done for entry ages 34 and 46, Then all three entry sge projoctions
- wore combined snd discounted to producs the total mormal cost. Those rosults
at two different rates of interest were shown in the first tauble presonted
. nbovae, oo ’ S '

In the viluation of 1958 a total normel aont of 20,88% wao produced.

This vas based on the assumption that all nov enirants came in at the sge

of CTire In the ewrrant valuation, the omly group at £ll comprradle to tho

1958 wnluation is the entry age 25 group. In gomparing the two, it 1e noted

first that the coet for the entry age &5 group is greanter aven though tho
" nge i lower. 1In explanation, the fired importent differonsce is the liberal-
-~ joation of the 1pw to permit the wne of the Clvil Service formule in the case
< _ o of gurvivor slections. ?hig 1ed to fiore survivor eleotors with loss reduotion
T "o the offiger's annuity. A breskdown of bensfilds as @ percentage of payroll
. on & norwal cosé basis 4a shown below for comparison purposss.

' Dea. 31, 1958 . - Deo. 31, 1961

. valustlon, Cai s valuntion,
‘ DR - onbxy nee 274 enkyy arge 25 only
Rotiroment anuuitiesd = = bt . o e
. Age nnd Service s AT.18% R U R
' Diesbility J0 ER .

.. furvivor snnuitless : 'f”

257 Donth after mervige vetirement [ 3.02 - 261
(L@t Doath after disabilisy retirement .17 W07 . L
S T Death din service - o 113 U

1.01

" Return of future contributionst |
" On daath in serviae. '
© On withdrawsl '

08 3
_'oh} -
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-~ Dofarred annwities: iv SR
Annuities AR { L A P 15
Lefundn avalting annuity - s 0L

Total - 20.888 . - 23.4T%

"%%V'ii" © ® Includes lump sum benefita on seleotion-out.

g Tho above figures indicnte significant dnecreases in conb, partioularly ro-
. tiremont nnd eurvivor benofits. ((n the basis of the 1959-61-experience,

“ % disability caves foll off markedly.) ' | |

S A compnrison of peroantages on'survivor dleotions 1s ochown bolow for
S i entry oges 2Ty emd 252 . e

. N <

i 1958 veluation - 1961 vnluation
(roouned ultimate ' (assumed ultimute
fﬁor entry age 27})  for eniry aje 25)

BRI ' B S . ‘
..* (8) Porcentege of sorvice annuie i 0% 1 90%
: tante electing Joint and sur= i . o o =
“vivor nnnuities T I
A, : i Lo e e
/7 (b) Avorsge roduced officer annuity 8L 1'%
' no percentage of full nnauity 3; R RPN '
(6) Avornge swrvivor mnnuity ae pere - 35% f:ifl‘ | 50%
centnze of full annuity ol o . B ,
(Q) Averrge officer annuity es par&) _
- gontnge of full annuity ;&~ T = .
«.(2) (b) + (200f « a)(100%) = ;- . .90F 95
(o) Vitow nnautby potentiel
- = (a)(0) | o= 288 W5

. linos (&) nnd (e) above represent a erude baeis for ganglng the increase in
7 annudty cont Decause of the chenge in the survivor slection formula. Using
', these rutios in conjunetion with noxmal cowt figures for service retirement
and survivor bonefits we gobs et R , ;

.3 ‘% . - ’

o from (&),

i and from (), - 2.55%

- \

" _w ;
000100484
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Thece reaults appronoh the 1961 normal aosk figurea for age and sorvice an~
nulties and survivor aanultieg after denth in service.

Another reason for incrensed normal gcost is that the galary curve for
“entry 25 used in 1§61 is slightly steeper than the one used for entry £7d
in 1958, Obviously, this would aause the benofiis vhich are besod wpon
firal averasa salary to be higher relative to the lifetime salarles on which
the gontributions are Lawsd, thus increasing the normal cost.

i1 The above parsgraphs are in defence of the mormal cost for entry sge 25
. omly. Tonsidering entry age group 46 1t 1o falrly obvious that these people
" ontar the asystem with a groat deal of serviee eradit alreandy errned. Tho
..~ contributions which sre dbrought in aro only thoir own, and thore arc bnsed
. upon sanlaries which dininieh rapidly toward the oarlier yecrg., None of the
.- Govarnment's contributions arae transferred. Ths result is that those roople
* ratire on relatively high annuitien and most of the normal cost muet Yo epread

‘ over a short poriod of servico. Xor example, suppoze an orficer entors at rge

45, serves for 10 yoars and thea retires on an annuity based on 25 or 30 years
. of norvice. That is, he retires on 50% or 60% of final averszo pay. If then

"ho livog for 20 years after rotirement, hs will recolve in densefits over 1007
nm of what he enrned in galary under the system. In the 1ight of this type of
7 example a normnl cost of S45 doss not seem unreasonnble.

In comparing the normal oost for entry aze 25 only with the norasl cost
Lo+ off 0lvil fervice, there are many reasons vhy the coert of Forelgn Service ia
:.-. mnuoh greater. (The average entry age for Civil Service ip sbout 27 years.)

R 1T the salory senles.are gompsred it is found that botween age 25 and

. pge 55 the salary ratio is 3.36 under Foreign Servide compsred to 1.42 under
" Civil Service. The top end of the Worelgn Harvide scale ie heavily welghted
" by nalarles at the ambagsndor level.

Resignation retes aro lowar at the young ages under Forelpn Service and

tuper off very repldly, whereas they peraslsd at a relatively hich leval undey
- givil Bervice, In other words, for avery 100 that enter Foreign Sorvice a%
o age 5, 57 reach parvico retiremont, vhlle under Civil Service for every 100
+0 v ongering nb age 25, only 13 resch service rotirement, a ratio of lese than

“70 % to B, Thiw 4s reflectad in the foot that on a 35 danias end entry oge .25
. the normal coas for service retirement under Foreign Bervice is £3.815 com=
. pared to 6.09% under Oivil Hervise.. :

C o . 4 ' S
s “According Yo Civil Servics avtunrial tables the mverage age of retire-
" ment is about 60 comparad o aboub 57k yeorw under Foredgn Service for entry

3 '
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age group 25. This, of course, algo condributes to higher normsl eosnt. In
thls conneotion, 4% 4s neodless {0 puy that the #50-20" proviesion in Foreign
Servico i1s much more expensive thnn the ratirement provisloms wnder Civil
Bervice, _v.

88111 another reason for Oivil Sorvicoe's relatively low normnl céub ig

- tho frot that no allowansce is made for oreditadble service which a new entrant

may hnve when entering the system, It is understood that sush crodit would
ghow up as a linbility in their vnluntion but would not be reflected in the
normal coab,. :

The Toreign Service valuation of 1961 waa not submitted as an offiolal

..5;‘valuat&on report for the following rensonsi

(1) Tho valunblon was not finished until after the first of onlendar
“year 1963, by vhich time the 1962 pay d4ll hnd become effectivae
and an unueunlly lnrge nurber of rotiromonts bid -daken plece in
1962 bacnuse of a 10% incremsc ia annuity which would have beon
lost by dalayed retiroment. Heoause of theme things the valuation
was & littlo oboolste by the time it was finished. Of particulnr
conoern 4s the faobt that the 1962 poy act may have had s signifl-

eant effect upon the ealary curve. Ths 1961 valuation wasz based
upon the salery structure of Dooomber 31, 1961.

(2) The 1961 Valuation van the firat Ioreign Service valuntion %o be
: corried out by means of three entry sge groups. It is, in effect,
" threa valuations combined, different ratos having been prepared
for onch group. Because of the 1ncronaad complexity, more chance
for errors of ovory kind exints,

Beosuse of the above remsons, s now valuation ap of Dacamber 31, 1962
s sirendy under way. (In fact, % is hoped thnt a valuation can de pro-
duced ovory year in the future,) Xvory stap, parbloularly the basic nssowmp=-
tionn, will bo cmrefully examined nnd compared with the valuatlon Just com-
~pleted., The resulss should be arailublo well bofors the end of calendar

- yeoar 1963,

However, 1& 1a haltavod thas neither the normal GOEt nor the year in
“whioh the fund.bco Has exhansted will ohanau approoiably when dotermined by
& 0oy valnatlom. S

) ! . k . A;! : 7 ‘
o S G '-Zi' 3
) g Sipoeroly yours,

T
'

‘l'- -
«

(oiged) Gedrle We Kool
L Cefirla W, Xroll
- Government Actuary

Projects Planning Staff (Qm, e A

Officdxm’rcnmFmﬂqlehsezoozloslzo i
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© 0. o> 7. ICHSIGH SERVICE REY,  (NT SYSTEM ST T ot

- (¥Valuatlon as of Decezber 3, 1961 by Office of Government Actuary, 0. s. !‘roaluéy Deparinent)

Lstinated future receipts end expenditures of all officers vho will have entered the systez, either past or future,
" ipcludirg Yenefite to survivors. Yor the future i is assumed that 350 officers will enter tha systen each year in per-
+ petuity. On the basis of rates derived from past experisnce suchie group each year vill ultimately produce a level force
* . -.-of T100 mctive officers. The salary pettern by atteined ege as it existed on Decexber 31, 1961, has been caintelned

-~ - - throughout. - —m e
!~ H . 3 3 . 4 3 3 . $ 3
Calender : hotive 'i Annusl : Smployes. : Transfer : Agency : Invest- : Total : Potal : Tund at
 Officers. . N © ; deductions , co::ri- : :::::i: - a::‘;t st  oxpend- , ‘end of
¢ Jan. 1 payroll . k5 . totions 1 v g s Toceipts itures ¢ Yeer
-3 - S N g t $ : 3 H
f (iz 000's) ~ (A1l § emounts are in nillions)
. Bh 7.5 SR 7 S 1 3.1 1.k 8.1 . 5.6 37.7
L6 49,8 - 3.2 . <5 3.2 - 1.5 8.4 6.3 .8
X AN b -5 B X X T = I (R Y |
Che o s T3 Tt 3 w1 g 7.6 wa
5.0 56.5 3.7 5 3.7 1.7 9.6 8.6 .1
5e2 .5 3.8 <5 3.8 1.7 T 9.8 9.5 © B4
5.3 60.6 3.9 -5 3.9 7 10.0 10.3 4.1
5ok 62.5 R 5 Cha R 10.4 1L.2 43.3
5.5 " 643 b2 S o hz o CTwnyo. - 106 123 U WE
6 65.3 h.z <5 , h.zr . 1.6 © 10,7 1 .E 38.9
5.7 67.3 4, 5 b, 1.5 10.8 4.5 35.1
5.8 68.3 kL 5 Ll : 1.3 10.6 16.2 29.5
5.8 - 69.3 4.5 5 - B 1.0 10.5 17.8 22.2
5-9 . a 70-2 R.G .5 . )‘-6 .? m.h 1 . 1 .
6.0 - n.2 8.8 5 k.6 o3 . 10.0 23.3 i.i
- 6. o T2.1 Ly 5 _ LS S 9.3 az.a
. 6.1 72.8 k7. <5 L7, : 9.9 24,9 T
S T &1 ¢ L.8 5 b .01 25.6
N e 5 kg _ 101 2n2
7 68 855 . 5.6 556 nz .0
S0 Tl %7 59 -5 53 o3 sk '
201 C el 90.9 5.9 -5 5.9 - o 12,3 61.5 '_,.,o ,lx"u/
2020 7.4 . .99 59 .5’ 59 S 123 613 /
2030 Ji o 909 5.9 -5 59 . -5 70.0
Ultiante 71 9.9 5.9 s sg 123 108
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